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1 China currently is running a large global current account surplus. The International Mone-
tary Fund estimates China’s global current account surplus will be $184 billion in 2006, having 
surged from $68.7 billion in 2004 and $160.8 billion in 2005. In the 1990s, however, China ran 
far smaller surpluses and even a deficit in 1993. This recommended change would allow the 
Treasury Department to designate China as a currency manipulator even during a year when 
China’s current account is in balance or in deficit. 

ample, little is known about the amount of Chinese investments in 
U.S. bonds because U.S. statistical agencies don’t require bond 
holders or bond issuers to disclose such information. Furthermore, 
many bonds are held on behalf of investors by third parties, often 
in tax havens such as the Cayman Islands. This much is known, 
however: Chinese investors primarily engage in portfolio invest-
ments and not in direct investing, such as the outright purchase 
of U.S. companies, factories, or commercial real estate.147 

While some U.S. officials cite a precipitous sell-off of the dollar 
as one of their biggest worries, most experts believe this is an un-
likely scenario. One reason: this would cause the People’s Bank of 
China’s bond portfolio to collapse in value as well. It is far more 
likely that China’s central bank, along with other Asian central 
banks, will diversify its holdings away from the dollar rather than 
rush them to market. As long as such a shift occurs slowly, U.S. 
capital markets will adapt with only a minimal impact on the real 
economy. Regardless, the United States would be able to better 
predict potential problems resulting from the movement of foreign 
capital invested in the U.S. economy if there were tracking systems 
better suited to monitor how individual countries invest in the 
United States. 

RECOMMENDATIONS 

Currency manipulation 
• The Commission recommends that Congress urge the Adminis-

tration to take to the World Trade Organization (WTO) and the 
International Monetary Fund (IMF) a complaint about China’s 
manipulation of its currency. This manipulation contravenes both 
the letter and the spirit of WTO rules and the IMF charter. 

• The Commission recommends that Congress pass legislation to 
modify the requirements of the Treasury Department’s biannual 
report on countries that practice currency manipulation, by mak-
ing it clear that countries that artificially peg their currency in 
order to gain an export advantage should be identified as vio-
lating the principles of international trade. The Commission also 
recommends that Congress eliminate the requirement that a 
country must be running a global trade surplus to be designated 
a currency manipulator.1 

• The Commission recommends that Congress enact legislation to 
define currency manipulation and loan forgiveness as illegal ex-
port subsidies subject to countervailing duty penalties levied 
against an offending country’s exports. 

• The Commission recommends that Congress pass legislation to 
allow the U.S. Department of Commerce to impose countervailing 
duties against non-market economy subsidies. (Although current 
U.S. practice does not allow such duties to be imposed against 
non-market economies, such actions are permitted by the WTO.) 
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Accounting integrity 

• The Commission recommends that Congress direct the Treasury 
and Commerce Departments to examine how the collection of 
data regarding foreign investment in the United States can be 
improved, placing particular emphasis on the feasibility of track-
ing how foreign central banks invest their reserves in dollar de-
nominated assets. 

• The Commission recommends that Congress encourage the exec-
utive branch to protest any Chinese restrictions on the free flow 
of financial information. 

• The Commission recommends that Congress urge the executive 
branch to open negotiations with China to secure approval for 
foreign credit reporting agencies to provide uncensored ratings of 
all Chinese securities, and to obtain Chinese central government 
agreement that Chinese regulators will drop licensing and regu-
latory requirements that dictate criteria for the hiring of ratings 
analysts. 

Dispute resolution 

• The Commission recommends that Congress urge the U.S. Trade 
Representative to press ahead aggressively with a WTO case 
against China for its manifest failures to enforce intellectual 
property rights, selecting the best of many potential cases in 
order to establish a strong precedent, and that Congress urge the 
U.S. Trade Representative to enlist other nations to join in the 
case. 

• The Commission recommends that Congress monitor the recent 
steps taken to strengthen and enlarge the international trade 
law enforcement office within the Office of the U.S. Trade Rep-
resentative and, if the Representative needs additional resources 
to investigate and prosecute dispute settlement cases before the 
WTO, that Congress provide those resources. 

• The Commission recommends that Congress direct the Adminis-
tration to increase the number of intellectual property attachés 
in China from the Office of the U.S. Trade Representative, the 
U.S. Patent and Trademark Office, and the Departments of 
State, Commerce, Justice, and Homeland Security, and provide 
sufficient funding to the parent agencies to support these addi-
tional attachés. 

Fair trade 

• The Commission recommends that Congress urge the U.S. Trade 
Representative to strengthen its annual review of China’s compli-
ance with WTO rules by adding conclusions and recommenda-
tions to its report. (Congress instituted the requirement that the 
Representative prepare this report when it granted China perma-
nent normal trade relations as part of China’s admission to the 
WTO.) 
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Criminal penalties for intellectual property rights violations 

• The Commission recommends that the U.S.-China Inter-
parliamentary Exchange raise with the National People’s Con-
gress the need to lower the threshold for criminal prosecutions 
of Chinese intellectual property rights violation cases. 
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